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Abstract 
In India, the process of globalisation has experienced many phases of ups and downs i.e. from the initial period of 
exceptionally high to disappointingly declining GDP after 2007-08 global financial crisis. The Government of India 
has opened up many sectors and areas to Foreign Direct Investment (FDI) in a gradual manner. However, agriculture 
sector has been exposed to Multi-national Companies (MNCs) in a restricted manner considering the threat of land 
grabbing as well as other technical, social and economic issues. In this paper an attempt has been made to evaluate 
the performance of agriculture in the pre and post globalisation period as well the impact of restrictive FDI policies 
on the overall growth of the agriculture sector. An in-depth analysis has been done of the expected threats, 
weaknesses as well as the opportunities which can be nourished in the era of globalisation. A comparative analysis 
has been done of FDI policies and its impact on agriculture in other countries viz. USA, China and African countries. 
For empirical analysis, comparative ratio analysis and granger causality test between GDP, GCFR and FDI has been 
done during the period 1990-2010. The paper concludes with discussion on various aspects and possible outcome of 
the impact of FDI and the countervailing policy of Government of India with respect to agriculture sector. 
© 2011 Published by Elsevier Ltd. Selection and/or peer-review under responsibility of ICTMS-2013 
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1. Introduction 
The process of globalisation initiated in 1991 has spread its roots and branches and has already started 
bearing fruits in India. India has experienced an escalation as well as decline in the GDP growth rate 
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during the last two decades. Many speculations have been envisaged about the impact of Foreign Direct 
Investment (FDI) on various sectors of the economy. Hence, the Government of India (GoI) unleashed the 
FDI policy in different sectors cautiously. Most of sectors excluding those sectors where national security 
and environment hazards are concerned are opened up to 100 percent foreign entry. However, FDI into 
agriculture sector has been given restricted exposure considering the threat of land grabbing as well as 
other social and cultural aspects. 
According to the circular by the Department of Industrial Policy and Promotion (DIPP) released on 
"Consolidated FDI Policy -- Circular 1 of 2011", 100 percent FDI has been now allowed in development 
and production of seeds and planting material, floriculture, horticulture, and cultivation of vegetables and 
mushrooms under controlled conditions. Besides, animal husbandry (including of breeding of dogs), 
pisciculture, aquaculture under controlled conditions and services related to agro and allied sectors have 
also been brought under the 100 percent FDI norm. Similarly, the tea sector has also been brought under 
the 100 percent norm. 
The DIPP has imposed certain conditions for companies dealing with development of transgenic seeds 
and vegetables wanting to take the 100 percent FDI route. 
The escalation in food inflation and FDI into Retail sector once again drove the focus on agriculture 
sector. Many arguments and speculations have been envisaged owing to expected impact of FDI on 
agriculture sector and other consequences. 
In this paper, an attempt has been made to check the growth rate of agriculture sector during pre and 
post liberalisation period, impact of FDI on the investment, employment and export of agriculture prices, 
experiences of other countries. 
 
2. Review of Literature 
 
Behra (2010) analyzed the export competitiveness of food processing industry of India after 
liberalization. The study explored the competitive performance and export import trends of the six 
foremost branches of the agro-based food products and processed food products after the economic 
reforms. The result suggested that FDI have significant positive effect on export competitiveness of food 
processing industry of India. 
The 2008 global food crisis have led countries, with limited production assets and food sufficiency 
capabilities (such as the Gulf States, Japan, and Korea), to find new ways to secure access to food for 
their own populations with products produced under the quality and safety standards required. Perceived 
need for bio-fuel feedstock generation leads countries and investors to look abroad for suitable production 
sites, while preserving their own land for food production. Foreign agricultural investments have 
generally been welcomed and encouraged by governments in recipient countries as these investments can 
potentially provide funds, expertise, assistance and loans that would otherwise be unavailable 
(Montemayor, 2009). 
FDI in agriculture can enhance efficiency oriented goals of a nation e.g. in the area of irrigation, 
where productivity can be increased two fold due to use of better agricultural innovations, but efficiency 
oriented interventions sometimes have a negative effect on the equity goals of a nation. (Mutandwa, 
2009). 
Bangalore (2009) opines that with the hurdles removed and incentives offered by government of 
India, investing in oil palm plantations overseas through FDI by our entrepreneurs can help reduce the 
price levels which are currently high due to large imports. 
Alagarsamy (2006) asserts that 100 per cent FDI in the agricultural sector will be a boost for farmers. 
Plantations of such crops as Jatropha curacas, Pongamia and other types of oil-bearing trees could be 
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cultivated.The foreign investment will not create problems for farmers, in fact, it will help them earn 
more and improve their life-styles. 
 
3. FDI and Agriculture : Experience of Foreign Countries 
 
Sharma (2012) stated that even in the U.S., big retail has not helped farmers — it is federal support 
that makes agriculture profitable. In its last Farm Bill in 2008, the U.S. made a provision of $307 billion 
for agriculture for the next five years.  
RBI (2011) in its comparative analysis among the select countries reveals that countries such as 
Argentina, Brazil, Chile and the Russian Federation have sectoral caps higher than those of India 
implying that their FDI policy is more liberal. The sectoral caps are lower in China than in India in most 
of the sectors barring agriculture and forestry and insurance. A noteworthy aspect is that China permits 
100 percent FDI in agriculture while completely prohibits FDI in media.  In India, on the other hand, 
foreign ownership is allowed up to 100 percent in sectors like mining, oil and gas, electricity and 
healthcare and waste management.  
Tang (2009) observed that China's agricultural use of foreign investment funds to make up for the 
domestic shortage of agricultural inputs, and the introduction of foreign advanced technology and 
equipment, and fine varieties and advanced management experience, which promoted the development of 
agricultural product processing industry, improved the level of industrialization of agriculture and 
promoted rural and agricultural reform. But at the same time, the objective situation such as the structure 
is not quite reasonable cannot be ignored. 
Furtan and Holzman (2004) found complementary relationship between trade and FDI in the Canadian 
agriculture and food. The largest percentage of Canada’s agriculture trade and investment is with the 
United States. Recent policy decisions by the United States government to make its borders more secure 
from bio-terrorism and increased food security are of concern to the Canadian agriculture and food 
industry.  
 
4. Data and Methodology  
 
In this paper an attempt has been made to evaluate the performance of agriculture in the pre and post 
globalisation period as well the impact of restrictive FDI policies on the overall growth of the sector.  
For this purpose, data has been accessed from the Reserve Bank of India (RBI), Central Statistical 
Organisation (CSO) and Department of Industrial Policy and Promotion (DIPP) database from 1980 to 
2010.  
For empirical analysis, the variables viz. GDP, Gross Capital Formation (GCFR), FDI, export, 
employment are used. The granger causality test and ratio analysis is done to check the impact of FDI on 
agriculture sector.  
 
5. Empirical Analysis 
 
For primary understanding of the growth rate of Agriculture sectors, it is imperative to check the 
growth rate of GDP.  
The growth rate of GDP from the year 1980-81 to 2009-10 is given in Table 1. It is clearly evident 
that growth rate of GDP was positive over the period of time. However, the GDP growth rate improved 
significantly after 2000-01 till 2007-08 global financial crisis.  
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Table 1.  Agriculture GDP    (at constant prices 1999-00 base year in Rs. Crores) 
Year GDP Year GDP Year GDP 
1980-81 2,43,421 1990-91 3,39,893 2000-01 4,45,403 
1981-82 2,54,622 1991-92 3,33,256 2001-02 4,73,249 
1982-83 2,53,907 1992-93 3,55,421 2002-03 4,38,966 
1983-84 2,79,605 1993-94 3,67,231 2003-04 4,82,676 
1984-85 2,84,037 1994-95 3,84,549 2004-05 4,82,910 
1985-86 2,84,930 1995-96 3,81,875 2005-06 5,08,239 
1986-87 2,83,763 1996-97 4,19,759 2006-07 5,26,952 
1987-88 2,79,257 1997-98 4,09,039 2007-08 5,51,865 
1988-89 3,22,932 1998-99 4,34,892 2008-09 5,60,610 
1989-90 3,26,773 1999-00 4,46,515 2009-10 5,61,851 
Source: GOI(2010), Handbook of Statistics on Indian Economy, RBI 
 
The second indicator of growth of the sector is Gross Capital Formation Rate (GCFR) of the sector. 
GCFR is used as a proxy for domestic investment of the sector.  
 
Table 2: GCFR of Agriculture  ( at constant prices 1999-00 base year in Rs. Crores) 
 
Year GCFR Year GCFR Year GCFR 
1981-82 35,660 1991-92 37,904 2001-02 56,979 
1982-83 36,800 1992-93 40,883 2002-03 55,668 
1983-84 37,296 1993-94 38,623 2003-04 53,541 
1984-85 37,861 1994-95 42,514 2004-05 57,849 
1985-86 35,794 1995-96 44,804 2005-06 66,065 
1986-87 34,720 1996-97 46,417 2006-07 73,285 
1987-88 36,205 1997-98 46,336 2007-08 79,328 
1988-89 37,390 1998-99 44,249 2008-09 99,193 
1989-90 34,001 1999-00 50,151 2009-10 1,02,830 
1990-91 41,579 2000-01 45,480 2010-11 1,19,822 
    Source: GOI (2012), Notebook of Statistics on Indian Economy, RBI 
 
It is evident from Table 2 that GCFR of Agriculture actually improved rapidly from 2001-02 onwards 
in India which is a positive sign of economic growth within the sector. The third indicator of economic 
growth is FDI. It is said that more is the FDI, more is the potential of the sector. It has been observed that 
FDI flows into those sectors of the economy which have high potentials to grow. In China, up to 100 
percent FDI is allowed in agriculture. 
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Table 3.  FDI in Agriculture (1990-1999)        (at current prices in Rs. Million)  
 
Sector 1991 1992 1993 1994 1995 1996 1997 1998 1999 Percent 
Food Processing 
Industries 1,134 1,134 1,134 1,134 1,134 6,412 5,177 2,369 4,047 3.87 
Rubber Goods 83 83 83 83 83 477 1,625 362 178 0.44 
Agriculture Machinery 274 274 274 274 274 1 0 0 511 0.27 
Leather, Leather Goods 
and Pickers 86 86 86 86 86 82 554 53 2 0.16 
Fermentation Industries 72 72 72 72 72 125 320 0 0 0.11 
Fertilizers 73 73 73 73 73 11 320 0 0 0.10 
Vegetable Oils and 
Vanaspati 77 77 77 77 77 0 0 0 86 0.07 
Sugar 3 3 3 3 3 1 244 0 0 0.04 
Coir 0 0 0 0 0 0 0 0 0 0.00 
Tea and Coffee 
(Processing & 
Warehousing Coffee & 
Rubber) 
0 0 0 0 0 0 0 0 0 0.00 
Timber Products 0 0 0 0 0 0 0 0 0 0.00 
   Source: DIPP (2012), Department of Commerce, Government of India. 
 
Table 4.  FDI in Agriculture (2000-10)                                                    (at current prices in Rs. Million) 
 
Sector 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 Percent 
Food 
Processing 
Industries 
2,224 2,857 9,470 3,076 3,690 1,783 2,463 2,837 6,360 9,662 9,751 0.93 
Fermentation 
Industries 689 495 376 91 339 7,487 199 2,083 15,979 5,138 1,066 0.58 
Rubber 
Goods 162 31 2,221 834 2,013 1,516 851 271 3,657 1,677 798 0.24 
Vegetable 
Oils and 
Vanaspati 
0 0 0 56 271 602 200 630 2,010 2,287 2,907 0.15 
Agriculture 
Machinery 156 0 697 1 0 2,778 2,528 240 249 40 69 0.12 
Fertilizers 5 0 786 992 620 193 228 48 1,414 585 858 0.10 
Tea and 
Coffee 
(Processing 
& 
Warehousing 
Coffee & 
186 186 186 186 186 62 283 147 2,352 39 460 0.07 
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Rubber) 
Leather, 
Leather 
Goods and 
Pickers 
133 320 4 322 20 43 358 234 202 212 85 0.03 
Sugar 0 0 191 2 135 131 704 447 227 2 10 0.03 
Timber 
Products 0 2 0 7 1 17 0 15 98 737 77 0.02 
Coir 4 4 4 4 4 4 26 1 0 12 5 0.00 
Source: DIPP (2012), Department of  Commerce, Government of India  
 
Table  5.  Comparison between 1990-99 and 2000-10 FDI into Agriculture 
 
Sector 1991-99 2000-11 
Food Processing Industries 3.87% 0.93% 
Rubber Goods 0.44% 0.24% 
Agriculture Machinery 0.27% 0.12% 
Leather, Leather Goods and Pickers 0.16% 0.03% 
Fermentation Industries 0.11% 0.58% 
Fertilizers 0.10% 0.10% 
Vegetable Oils and Vanaspati 0.07% 0.15% 
Sugar 0.04% 0.03% 
Coir 0.00% 0.00% 
Tea and Coffee (Processing & Warehousing Coffee & Rubber) 0.00% 0.07% 
Timber Products 0.00% 0.02% 
Source: Extracted from Table 5.1.3 and 5.1.4 
 
 It is evident that FDI into Agriculture sector has reduced proportionately during the second decade of 
liberalisation. Similarly, the proportion of Food processing industries compared to other industries in the 
agriculture has come down drastically during 2000-10. However, it is noteworthy that after 2008 Global 
Financial Crisis maximum investment has been done in food processing industries.  
FDI values are converted from current to constant at base year 1999 series by using GDP deflator as 
follows (Table 6): 
 
Table 6 : FDI at Current and Constant values at 1999 base year series. (In Rs. Million) 
Year  Deflator Current Constant 
1990-91 0.44 1528 3473 
1991-92 0.53 1528 2883 
1992-93 0.56 1528 2729 
1993-94 0.62 1528 2465 
1994-95 0.69 1528 2214 
1995-96 0.75 7108 9477 
1996-97 0.82 8240 10049 
34   Aditi Sawant /  Procedia - Social and Behavioral Sciences  133 ( 2014 )  28 – 37 
1997-98 0.9 2784 3093 
1998-99 0.97 4313 4446 
1999-00 1 3403 3403 
2000-01 1.01 3895 3856 
2001-02 1.03 13238 12852 
2002-03 1.08 5570 5157 
2003-04 1.1 7279 6617 
2004-05 1.14 11838 10384 
2005-06 1.24 5312 4284 
2006-07 1.34 6713 5010 
2007-08 1.46 32299 22123 
2008-09 1.58 20351 12880 
2009-10 1.76 16017 9101 
Source: calculation done by author by using GDP deflator 
 
Table 7.  Growth Rates of FDI, GCFR and GDP 
Year FDI GCFR GDP GGDP GGCFR GFDI 
1990-91 347 41,579 3,39,893 N.A.  N.A. N.A. 
1991-92 288 37,904 3,33,256 -0.020 -0.088 -0.170 
1992-93 273 40,883 3,55,421 0.067 0.079 -0.052 
1993-94 246 38,623 3,67,231 0.033 -0.055 -0.099 
1994-95 221 42,514 3,84,549 0.047 0.101 -0.102 
1995-96 948 44,804 3,81,875 -0.007 0.054 3.290 
1996-97 1005 46,417 4,19,759 0.099 0.036 0.060 
1997-98 309 46,336 4,09,039 -0.026 -0.002 -0.693 
1998-99 445 44,249 4,34,892 0.063 -0.045 0.440 
1999-00 340 50,151 4,46,515 0.027 0.133 -0.236 
2000-01 386 45,480 4,45,403 -0.002 -0.093 0.135 
2001-02 1285 56,979 4,73,249 0.063 0.253 2.329 
2002-03 516 55,668 4,38,966 -0.072 -0.023 -0.598 
2003-04 662 53,541 4,82,676 0.100 -0.038 0.283 
2004-05 1038 57,849 4,82,910 0.000 0.080 0.568 
2005-06 428 66,065 5,08,239 0.052 0.142 -0.588 
2006-07 501 73,285 5,26,952 0.037 0.109 0.171 
2007-08 2212 79,328 5,51,865 0.047 0.082 3.415 
2008-09 1288 99,193 5,60,610 0.016 0.250 -0.418 
2009-10 910 1,02,830 5,61,851 0.002 0.037 -0.293 
Source: Data on GDP, GCFR and FDI has been extracted from Table 2, Table 3 and Table 6 respectively 
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To check the relationship between FDI, GCFR and GDP, the growth rate of FDI, GCFR and GDP has 
been analyzed. It has been noticed that the GDP and GCFR increased at a steady rate over the period of 
time (Table 7, Chart 1). However, FDI despite being very low showed high degree of volatility during the 
period (Table 7, Chart 2). 
 
 
Chart 1: FDI, GCFR and GDP 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Extracted From Table 7 
 
Chart 2: Growth Rates of FDI, GCFR and GDP 
 
 
 
 
 
 
 
 
 
  
Source: Extracted From Table 7 
 
 
 
 
Source: Extracted From Table 7 
 
To check the granger causality between FDI, GCFR and GDP, granger causality test is done. The 
result is given in Table 8. The Table 8 shows that GCFR and GDP both granger cause each other at 5 
percent level of significance. However, FDI is not granger causing GDP and GDP is not granger causing 
GCFR. This shows that a link is missing between FDI to GDP and GDP to GCFR which is a sign of 
concern.  
 
6.  FDI and Export of Selected Agricultural Products 
To analyse the impact of FDI on the export of agriculture, a selected group of agricultural items are 
taken into consideration where FDI is maximum viz. Tea and coffee, processed fruits, juices and products 
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and sugar. In Table 9, it is evident that export of tea, coffee, processed fruits, juices and miscellaneous 
items and sugar improved significantly (sugar export declined only during 2009-10 as Indian sugar 
industry went through difficult times). 
  Table 8: Pairwise Granger Causality Tests 
Sample: 1 20       
Lags: 2       
        
  Null Hypothesis: Obs F-Statistic Probability 
        
  GCFR does not Granger Cause FDI 18 10.2593 0.00212 
  FDI does not Granger Cause GCFR   5.79295 0.01589 
        
  GDP does not Granger Cause FDI 18 5.12898 0.0228 
  FDI does not Granger Cause GDP   0.98702 0.39896 
        
  GDP does not Granger Cause GCFR 18 1.06819 0.37195 
  GCFR does not Granger Cause GDP   4.03519 0.04333 
 
 
Table 9.  Export of Selected Commodities                      (1999-00 base price in Rs. Crore) 
Year/ Commodity Tea  Coffee  Processed Fruits, Juices, 
Miscellaneous Processed Items 
 Sugar and Mollases 
2000-01 1772 1174 1306 500 
            2001-02 1672 1065 1203 1733 
2002-03 1536 924 1380 1687 
2003-04 1485 985 1272 1121 
2004-05 1609 935 1116 136 
2005-06 1414 1298 1298 488 
2006-07 1525 1525 1422 2525 
2007-08 1448 1333 1520 4031 
2008-09 1766 1482 2087 2976 
2009-10 1656 1143 1831 73 
2010-11 1483 1372 1687 5340 
Source: GOI (2012), Handbook of Statistics on Indian Economy, RBI  
 
Table 9 shows that barring sugar industry other products showed positive improvement in the exports w
inflow of FDI. As per the information given in Table 5, FDI in sugar industry has declined after 2009
drastically and so is the case with other industries. FDI certainly does have positive impact of export
selected agriculture products. 
 
7    Conclusion  
 
It can be concluded that FDI has positive impact on domestic investment, GDP growth rate as well 
as exports of agriculture sector during the period 2000-10. However, it is evident that FDI has declined 
during and post global financial crisis 2008 which has affected the growing economy adversely.  
Secondly, the inflow of FDI into agriculture sector has never been constant which adds lot of 
volatility to the growth rate of the sector. 
However, agriculture sector showed strong potential to grow even during difficult time. It has been 
evident that GDP, GCFR and exports of agriculture sector improved during this period when other 
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highly lucrative sectors took back seat. Government of India has announced more liberal policy of FDI 
in agriculture sector. There is an urgent need to properly channelized FDI into more Research and 
Development (R&D) and sustainable agriculture in future. 
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